Alameda Reuse and Redevelopment Authority
Memorandum

To: Honorable Chair and
Members of the Alameda Reuse and Redevelopment Authority

From: John A. Russo
Executive Director

Date: July 19, 2011
Re: Approve the Second Amendment to the Lease with St. George Spirits to

Allow Qualified Shell Improvements Valued at $450,000 over a Three-
Year Period to Hangar 21

BACKGROUND

In 2004, St. George Spirits was located in a 20,000 square foot facility within
Rosenblum Cellars on Main St. in Alameda and produced many products, including eau
de vie, single malt, and Hangar One Vodka. At that same time, St. George was
experiencing a ten-fold increase in sales, necessitating a move to a larger space. They
subsequently moved to Hangar 21 at Alameda Point with a ten-year lease. In 2008, the
Alameda Reuse and Redevelopment Authority (ARRA) amended the lease to change
the commencement date to May 2008 and the term from ten years to five years with five
one-year options.

DISCUSSION

In the past three years, St. George Spirits has experienced changes in its products and
ownership structure. In order to apply its successful business model to new products
and attract a larger customer base, the company has requested a monthly $12,500
qualified shell credit for 36 months (Exhibit 1) in order to invest in the property, expand
its product line and hire regional sales and marketing teams. The proposed
improvements include: painting the entire hangar, expanding the tasting room,
increasing the retail space (which also will generate sales tax revenue), remodeling and
beautifying the interior of the building, and adding offices and classrooms (Exhibit 2).

Over $360,000 of improvements are scheduled to be completed in the first twelve
months if the amendment is approved. St. George Spirits also plans an additional
$90,000 in improvements in the remaining 24-month period. The amendment has
milestones to ensure that the credits are not provided for work that is not completed. If
the work is not completed, the rent reverts to the lease rate before the credit. St.
George has already invested over $500,000 in Hangar 21 and the ARRA has granted
previous rent credits for these investments.

ARRA

Agenda ltem #3-B
07-18-11



Honorable Chair and , July 19, 2011
Members of the Alameda Reuse and Redevelopment Authority Page 2 of 3

Under their existing agreement, if St. George chooses not to exercise any of its options,
the tenant must give ARRA six months notice and the rent for the full term will be due.
If ARRA approves this amendment, and St. George decides to not exercise the option
following the credit period, the ARRA will receive an improved, immediately leasable,
facility available for lease.

FINANCIAL IMPACT

Over the 36-month period the ARRA fund (Fund 858) will receive $175,000, $150,000,
and $125,000 less revenue annually over the 36-month period. However, increased
retail sales could increase sales tax revenue for the General Fund.

RECOMMENDATION

Approve the Second Amendment to the lease with St. George Spirits to allow qualified
shell improvements valued at $450,000 over a three-year period to Hangar 21.

Re ‘pec%fully submitted,
~

Jennifer
Chief Operating Officer — Alameda Point

By
,}I;f
5

e/

Nanette’ Mocanu
Finance & Administration Manager

Approved as to funds and account,
¥

Fred Marsh
Controller
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EXHIBITS:

1. St. George Spirits 36 Month Rent Schedule
2. Proposed Improvement Timeline
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